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Chairman Spratt, Ranking Member Ryan, and Members of the Committee, thank
you for inviting me to testify today. Foreign holdings of U.S. Treasury debt have
grown rapidly in recent years and now are a significant percentage of such debt
held by the public. A broader issue is the substantial deficit in the U.S. current
account—which summarizes the country’s current transactions with the rest of the
world, including trade in goods and services, net income from international invest-
ments and the compensation of employees, and net unilateral transfers (such as
gifts, pension payments, and foreign aid). The mirror image of the nation’s large
current-account deficit is foreign investors’ increased holdings of a variety of
claims on the United States, including U.S. government debt as well as private-
sector securities and assets.

My testimony today makes four main points:

B Foreign holdings of U.S. Treasury debt have risen rapidly. Between 2003 and
2006, for example, such holdings rose almost 50 percent. They now exceed
$2 trillion and account for more than 40 percent of Treasury debt held by the
public.

B Those increasing foreign holdings of U.S. government debt are part of a more
fundamental issue: The nation is running a substantial current-account deficit,
which is financed by increasing liabilities to and assets held by foreign inves-
tors. The current-account deficit measures the excess of the country’s spending
over its income or, equivalently, of its domestic investment over its national
saving. After the depreciation of physical capital is taken into account, the
nation saved only 2 percent of its income last year, an unusually low level for
the world’s leading economy. At the same time, the nation’s net domestic
investment was 8 percent of its income. The difference, 6 percent of income,
was financed by increases in net foreign claims on the United States and mani-
fested itself in the current-account deficit.

B Economists generally agree that the nation’s current-account deficit cannot be
sustained indefinitely at its current level relative to gross domestic product
(GDP) because the nation’s indebtedness to the rest of the world will grow
faster than its income. Moreover, foreign investors will not continue to be will-
ing to purchase U.S. claims at current rates of return indefinitely as their portfo-
lios become more and more concentrated in such assets. To be sure, views differ
on whether a future adjustment in the current-account deficit will occur gradu-
ally or suddenly—but there is little disagreement that some sort of adjustment is
inevitable.

B The necessary adjustment of the current-account deficit, which requires slower
growth of consumption in the future, could take place slowly or rapidly. The
more likely scenario appears to be a gradual adjustment without severe short-
term economic consequences, but a sudden adjustment remains a risk—and



possibly a growing risk as foreign net holdings of claims on the United States
rise as a percentage of GDP. Policymakers can help facilitate the necessary
reduction in the current-account deficit and reduce the risk of a severe economic
disruption in foreign financing by taking actions to raise the rate of national
saving.

Estimated Holdings of U.S. Government Securities by
Foreign Investors
Foreign holdings of U.S. Treasury securities have grown rapidly in recent years. In
2003, for example, U.S. Treasury securities held by foreign investors amounted to
$1.45 trillion, and by 2006, those holdings rose to $2.13 trillion—an increase of 47
percent.1 As a percentage of total Treasury debt held by the public, foreign hold-
ings rose from 37 percent to 44 percent over that span.2 The increase in foreign
holdings accounted for about 86 percent of total federal borrowing last year and
about 72 percent from 2003 to 2006.

According to survey estimates, East Asian countries held a large share of foreign
holdings of Treasury securities last year—about 63 percent.3 The two East Asian
countries with the largest holdings were Japan, which held an estimated 31 percent
of all foreign-held Treasury securities, and mainland China, with 19 percent. In
comparison, the European Union held an estimated 15 percent, and oil-exporting
countries in the Middle East, about 5 percent.

Foreign official institutions have played a significant role in the increase in foreign
ownership of federal debt. Indeed, at the end of 2006, foreign central banks owned
66 percent of all federal debt held by foreign residents, up from 63 percent at the
end of 2005.

The data on ownership by country and by type of foreign entity (official versus
private) are imperfect.4 The surveys used to collect the data do not always capture
the ultimate owner of the securities. If an owner entrusts securities with a custo-
dian in a different country, for example, the ownership of the securities is attrib-
uted to the country of the custodian, not the owner. That “custodial bias” contrib-
utes to the large recorded foreign holdings of U.S. securities in major financial
centers such as Belgium, the Caribbean banking centers, Luxembourg,

1. Budget of the United States Government, Fiscal Year 2008: Analytical Perspectives, p. 235.

2. Although not strictly comparable, the percentage of federal debt held by foreign investors was
estimated to be 32 percent in 1997 and 15 percent in 1985.

3. Department of the Treasury, Federal Reserve Bank of New York, and Board of Governors of
the Federal Reserve System, Report on Foreign Portfolio Holdings of U.S. Securities, as of
June 30, 2006 (May 2007).

4. See Department of the Treasury, Frequently Asked Questions Regarding the TIC System and
TIC Data, available at www.ustreas.gov/tic/faq1.shtml.
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Switzerland, and the United Kingdom.5 Similarly, some foreign official purchases
may be misclassified as foreign private ones because they are conducted through
private-sector traders.

Foreign investors also hold a growing share of securities of U.S. agencies and
government-sponsored enterprises (GSEs), evidently reflecting a drive to increase
the returns on their investments. At the end of 2006, those investors owned about
$1.2 trillion of such securities, more than twice as much as in 2001. The countries
with the largest holdings were China, with about 23 percent of all such foreign
holdings, and Japan, with about 17 percent.

Examining only the securities of the Treasury Department and of agencies and the
GSEs that are held by foreign investors, however, obscures the broader and more
fundamental issue: the rising net foreign claims on the United States that result
from the nation’s current-account deficit. The specific distribution of those foreign
claims among different types of assets (U.S. government debt, equities, real estate,
and so forth) may be important for considering some questions (for example, the
potential for short-term disruptions in specific financial markets), but the overall
level of those claims is more important in weighing other issues (for example, the
vulnerability of the U.S. economy to adverse economic shocks). It is therefore
important to emphasize that Treasury and other agency debt held by foreign inves-
tors represents only a portion of the total claims on the United States owned by the
rest of the world.

According to the Bureau of Economic Analysis, the total amount of claims on the
United States held by foreign investors in 2005 amounted to $13.6 trillion—9 per-
cent more than in 2004 and 52 percent more than in 2000. A little more than 17
percent in 2005 was U.S. government securities, up from about 13 percent in 2000
(see Table 1). As noted, much of the rise in the share of U.S. government securities
was associated with increased holdings by foreign governments, rather than by
foreign private investors. The key point, though, is that however the claims are
allocated among different asset types and foreign owners, the broader issue is the
overall rise in net foreign claims on the United States assets; that rise is necessary
to finance the nation’s current-account deficit.

The Fall in the U.S. Current-Account Balance
The current-account balance fell from -1.7 percent of GDP in 1997 to a record
-6.1 percent last year (see Figure 1 on page 5). At the same time, the outstanding
amount of net international assets (holdings of claims on foreign entities by U.S.
investors minus holdings of claims on the United States by foreign investors) fell
from about -10 percent of GDP to about -20 percent in 2005 (see Figure 2 on
page 6).

5. Ibid.
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Table 1.

U.S. Assets and Liabilities Held by Foreign Investors,
Selected Years, 1982 to 2005

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis.

Notes: GDP = gross domestic product.

Distribution shares are measured by market value.

a. Foreign direct investment in the United States is a foreign entity’s ownership or control of 
10 percent or more of the voting shares of a U.S. corporation.

To examine why the deficit in the current-account balance has increased in recent
years, it is useful to examine trends in both net domestic investment and net
national saving.6 Net domestic investment climbed steadily throughout the 1990s
and then declined, on balance, in the early 2000s. On average, it has been 7 percent
of national income since 1990 and in the past four years (see Figure 3 on page 7).

Net domestic investment can be financed either by net national saving or net for-
eign claims on U.S. assets. Since the late 1990s, it has been financed more and
more by foreign claims, as the rate of net national saving has declined from an
average of 4-½ percent in the 1990s to an average of 1 percent in the past four
years. From that perspective, the low level of national saving has been responsible
for the elevated level of the current-account deficit.

6. Those net measures account for depreciation of the existing capital stock.

1982 1992 2000 2001 2002 2003 2004 2005

Total
In trillions of dollars 0.7 2.9 9.0 9.3 9.3 10.7 12.5 13.6
As a percentage of U.S. GDP 22.3 46.1 91.5 91.5 88.5 97.2 106.9 109.4

Distribution (Percent)
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Owned by foreign governments 26.1 15.0 11.5 12.0 13.5 14.7 16.0 16.3
Owned by foreign private sector 73.9 85.0 88.5 88.0 86.5 85.3 84.0 83.7

U.S. Government 23.7 18.8 12.9 13.4 15.8 16.2 16.6 17.4
Owned by foreign governments 20.2 12.0 8.6 9.3 10.7 11.3 12.1 12.2
Owned by foreign private sector 3.6 6.8 4.2 4.0 5.1 4.9 4.5 5.2

U.S. Private Sector 76.3 81.2 87.1 86.6 84.2 83.8 83.4 82.6
Direct investmenta 18.0 23.9 31.0 27.6 21.8 23.0 21.6 20.5
Stocks (by private foreigners) 10.5 10.3 17.3 15.9 13.5 16.1 15.7 15.5
Bonds (by private foreigners) 2.3 10.3 11.9 14.5 16.5 16.1 16.2 16.7
Stocks and bonds 

(by foreign governments) 2.5 1.1 1.1 1.2 1.2 1.5 1.7 1.9
Liabilities of U.S. banks 34.9 24.2 14.7 15.8 18.3 19.9 21.5 21.2
U.S. currency 4.3 3.9 2.8 3.0 3.3 3.0 2.7 2.6
Other 3.8 7.5 8.3 8.6 9.6 4.2 4.0 4.2
4



Figure 1.

U.S. Current-Account Balance
(Percentage of gross domestic product)

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis.

Note: Data are annual.

The decline in the rate of national saving in the 2000s largely reflects movements
in both federal and private net saving rates (see Figure 4). The decline in the fed-
eral net saving rate from 2000 to 2003 accounts for much of the decline in the net
national saving rate over that period. After 2003, however, the rate of net federal
saving rose, but the net national saving rate was little changed because the net pri-
vate saving rate fell. Although federal saving and national saving do not move in
lockstep, there is generally a close relationship between changes in federal saving
and changes in national saving. Put simply, the more the federal government saves,
the more the nation tends to save as a whole.

From another perspective, the elevated level of the nation’s current-account deficit
has been driven by the willingness of foreign investors to provide capital to the
United States. In other words, the nation’s rate of domestic investment is possible,
given the rate of domestic saving, only because foreign entities have been willing
to invest significant sums in U.S. assets and securities. From this perspective,
inflows of capital from abroad affect the current account by raising the exchange
value of the dollar and asset prices in the United States. The strong dollar encour-
ages purchases of imports by U.S. residents and discourages purchases of U.S.
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Figure 2.

Market Value of Net International Assets
(Percentage of gross domestic product)

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis.

Notes:The market-value method values the owners' equity share of direct investment using indexes 
of stock market prices.

Data are annual. Data for 2006 are scheduled to be released on June 28, 2007.

exports by the rest of the world. Higher asset prices and correspondingly lower
interest rates encourage consumption and investment.

The willingness of foreign investors to buy U.S. debts and assets reflects the
attractiveness of the United States as a destination for international investment
because of its stable political environment, developed legal institutions, deep and
liquid capital market, and strong banking and financial system, among other
advantages. Moreover, because the U.S. dollar is the major medium of interna-
tional transactions, it is less susceptible to extreme and sudden depreciation.7

Indeed, the longevity of the large U.S. current-account deficit can be viewed as
reflecting a sequence of events that caused demand for U.S. assets to grow even
faster than the supply. Between 1997 and 2000, a host of developments—financial
globalization, a succession of financial crises (the 1997–1998 Asian crisis, Rus-
sia’s default of 1998, and the Brazilian real crisis of 1999), and weaker economic

7. The dollar’s status as the major reserve currency has meant that foreign demand for dollar
assets has increased as other economies and international transactions have grown.
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Figure 3.

Net National Saving and Net Domestic Investment
(Percentage of gross national product)

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis.

Notes: The sharp declines in 2005 reflect the capital losses from hurricanes, particularly Hurricane 
Katrina.

Data are quarterly and are plotted through the first quarter of 2007.

growth in other industrial countries than in the United States—all added to the
demand for U.S. assets.8 By propelling the dollar and U.S. asset prices higher,
those developments contributed to widening the current-account deficit.

A significant share of the nation’s overall external financing has been from foreign
governments in recent years, as suggested by the trends in foreign ownership of
U.S. government debt (see Table 2). In 2006, for example, net official inflows
(purchases of claims on the United States by foreign governments net of purchases
of claims on foreign entities by the U.S. government) were $448 billion, more than
half of the $811 billion current-account deficit. Net official inflows also have
grown rapidly in the past few years; in 2000, for example, net official inflows were
only $42 billion. Almost all official purchases of U.S. assets were made by a hand-
ful of Asian governments, particularly China, which did so in order to keep its

8. Financial globalization has allowed private foreign investors to participate in the U.S. capital
market more fully. See Congressional Budget Office, The Decline in the U.S. Current-Account
Balance Since 1991 (August 6, 2004).

200520001995199019851980

12

10

8

6

4

2

0

-2

-4

Net National Saving 

Net Domestic Investment 
7



Figure 4.

Net National, Private, and Federal Saving
(Percentage of gross national product)

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis.

Note: Data are quarterly and are plotted through the first quarter of 2007.

currency from appreciating outside of the band specified by its managed exchange
rate policy. The Japanese government was also actively making purchases to keep
the yen from rising before the spring of 2004.

The Unsustainability of the Current-Account Deficit
Regardless of whether its financing is provided by foreign governments or foreign
private investors, the large U.S. current-account deficit, analysts generally agree,
cannot be sustained indefinitely at its present high level relative to GDP. The
United States—like any other country—cannot continue accumulating debt at a
rate faster than its ability to repay it. If policy actions or other economic develop-
ments do not reduce the current-account deficit, at some point foreign investors
will become less willing to keep adding to their holdings of U.S. assets.

To be sure, net U.S. international assets have changed little relative to GDP in
recent years despite the large current-account deficit, but that situation is unlikely
to continue over the long run. Movements in asset prices and in the exchange rate
have raised the dollar value of U.S.-owned foreign securities and direct invest-
ments overseas by more than that of U.S. securities and investments held by
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Table 2.

Private and Official Financing of the
U.S. Current-Account Deficit, 1990 to 2006
(Billions of U.S. dollars)

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis.

Note: Negative numbers denote capital outflows.

a. Other net inflows consist mainly of debt forgiveness and transfers by migrants to their home 
countries. Such inflows are small relative to the statistical discrepancy. A statistical discrepancy 
could stem from many factors, such as timing differences between the recording of trade flows 
(exports and imports) and the recording of the capital flows corresponding to those trade flows, 
inaccurate valuation, incomplete reporting, and errors from estimating procedures.

b. Direct-investment inflows are increases in foreign direct-investment assets in the United States, 
which are a foreign entity’s ownership or control of 10 percent or more of the voting shares of a 
U.S. corporation. Direct-investment outflows are defined analogously.

c. Portfolio-investment inflows are increases in foreign holdings of U.S. stocks, bonds (including 
Treasury securities), U.S. currency, and other claims on U.S. banks, corporations, and individuals. 
Portfolio-investment outflows are increases in U.S. holdings of foreign stocks, bonds, and other 
claims of U.S. entities on foreigners.

d. Official inflows are increases in foreign governments’ holdings of assets in the United States. 
Official outflows are increases in the U.S. government’s holdings of assets abroad.

foreign investors, offsetting the consequence of the current-account deficit. How-
ever, such favorable effects of valuation cannot be relied on in the long term, and
sooner or later net U.S. international assets will begin to fall rapidly relative to
GDP if the large U.S. current-account deficit persists.

A persistently large current-account deficit will, over time, make foreign investors
less willing to provide low-cost financing for it. To date, foreign demand for dollar
assets has not yet weakened significantly, in part because the dollar is still the
major international reserve currency. However, once investors accumulate enough
dollar assets to facilitate international transactions and to meet their other needs

 1990- 1997-
1996 1999 2000 2001 2002 2003 2004 2005 2006

Current-Account Deficit 82 219 417 385 460 522 640 755 811
plus

Statistical Discrepancy and 
Other Net Inflowsa 9 -43 69 16 44 17 -83 23 22___ ___ ___ ___ ___ ___ ___ ___ ___

equals
Total Net Capital Inflows 91 176 486 400 503 539 557 777 833

Net private inflows 27 160 445 378 391 259 154 498 385
Direct investmentb -21 34 162 25 -70 -86 -133 117 -55
Portfolio investmentc 47 126 283 353 461 345 288 382 440

Net official inflowsd 64 15 42 23 113 280 402 279 448

Annual Average
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for holding reserves, they are likely to slow down their purchases of dollar assets
for those purposes and increasingly will buy or sell dollar assets on the basis of the
expected returns. For example, the Chinese government announced in March this
year that it would establish an investment agency to more “profitably” and “effi-
ciently” manage a portion of its foreign reserves, which exceeded $1.2 trillion in
the first quarter of this year.9 Thus, to the extent that investors and governments
believe that the U.S. current-account deficit will cause the dollar to depreciate,
which reduces the expected return on dollar assets, the demand for dollar assets
will fall.

Once foreign demand for U.S. assets begins to grow more slowly than the supply,
there will be growing downward pressure on the dollar and U.S. asset prices. A
lower dollar raises the prices of imports and reduces U.S. residents’ purchasing
power at home and abroad, and lower asset prices make U.S. residents poorer. As a
result, U.S. residents will be less able and willing to borrow and spend, thereby
lowering the current-account deficit; the exchange rate and asset price adjust-
ments, in other words, will facilitate the reduction in the current-account deficit.
As long as foreign demand for dollar assets does not drop too suddenly, the adjust-
ment in the current account will be a gradual one. In that case, growth of the U.S.
economy is likely to remain on track. The gradual rise in exports and decline in
imports will entail more production and employment in sectors that export and
sectors that compete with imports, helping to offset the negative effects of the
gradual adjustment in asset prices, interest rates, and the prices of imports.

How bumpy the adjustment of the U.S. current account will be thus depends on
what happens to foreign demand for U.S. assets. If short-term factors boost the
growth in the demand for U.S. assets above the growth in supply, the U.S. current-
account deficit may temporarily widen further. However, it seems implausible that
foreign demand for U.S. assets will be boosted repeatedly by short-term factors.
Once long-term downward pressures on demand begin to outweigh temporary
supports for dollar assets, they will push down the dollar and those asset prices,
facilitating the decline of the current-account deficit.10

Various factors may mitigate the risk of the type of sudden collapse in foreign
financing that would be associated with a relatively rapid adjustment of the current
account. For example, the unique role of the U.S. dollar as the world’s main
reserve currency should help to reduce the probability of a sudden stop of foreign
financing, at least in the near future (although some analysts have warned that the
dollar’s role as a primary reserve currency cannot be taken for granted over the

9. The announcement did not specify how much of the reserves would be managed initially by the
new agency, but Chinese officials and the press have suggested an amount of up to $300 billion.

10. The trade-weighted dollar exchange rate relative to currencies in major industrial countries,
computed by the Federal Reserve Board, declined about 9 percent between November 2005 and
May 2007.
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long run). Furthermore, nearly all U.S. international liabilities are denominated in
dollars, and about two-thirds of U.S. holdings of assets abroad are equity assets,
denominated in host countries’ currencies. Therefore, a large depreciation of the
dollar would lower net U.S. liabilities to foreign investors not only by lowering net
imports but also by boosting the dollar value of U.S. assets abroad. Consequently,
the depreciation would not necessarily feed on itself and become a full-blown dol-
lar crisis, unlike the effects of a sharp drop in the currency of a country with a large
amount of debt denominated in foreign currencies.11

Thus, the more likely scenario appears to be a gradual adjustment, in which the
current account falls gradually over time.12 Nonetheless, given the likelihood of a
continued decline in the United States’ net international assets as a percentage of
GDP, a risk remains that adjustments in the foreign exchange rate and the current
account will occur more rapidly than anticipated and that the effects of a rapid
adjustment on the economy will be much more severe than with a gradual adjust-
ment. That risk probably increases as the nation’s net international assets fall as a
percentage of GDP.

Policy Options
Policymakers cannot directly control the current-account deficit, but they can
influence the factors that determine it. Because the current account is equal to the
difference between national saving and investment in the United States, policies
that influence saving or investment will affect it. Although the current-account
deficit could be improved by reducing investment, that outcome would be undesir-
able. With less investment, the U.S. capital stock would grow more slowly, which
would reduce the growth of productivity and real wages over time. Therefore, the
more desirable options for reducing the current-account deficit are those that
would raise national saving.

Focusing on national saving may be particularly important in light of the economic
and budgetary outlook in the United States over the next several decades. Rising
federal health care costs, in particular, will place mounting pressure on federal
spending, and if revenues remain at their current shares of GDP, the federal budget
deficit is projected to grow rapidly, which could substantially reduce national

11. For such an indebted country, its currency’s depreciation necessarily raises the domestic-
currency values of its international debt and interest payments on that debt but may not have a
significant effect on the value of its trade surplus (especially if its exports rely significantly on
imported materials). Thus, its net debt could become higher even as its currency depreciates,
putting greater downward pressure on its currency.

12. See Congressional Budget Office, Will the U.S. Current Account Have a Hard or Soft Landing?
(June 11, 2007).
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Figure 5.

Total Federal Spending for Medicare and Medicaid
Under Assumptions About the Health Cost
Growth Differential
(Percentage of gross domestic product)

Source: Congressional Budget Office.

Note: The health cost growth differential refers to the number of percentage points by which the 
growth of annual health care spending per beneficiary is assumed to exceed the growth of 
nominal gross domestic product per capita, after an adjustment for the growth and aging of 
the Medicare and Medicaid populations.

saving.13 Over the past four decades, Medicare’s and Medicaid’s costs per benefi-
ciary have increased about 2.5 percentage points faster per year than has per capita
GDP. If those costs continued growing at the same rate over the next four decades,
federal spending on those two programs alone would rise from 4.5 percent of
GDP today to about 20 percent by 2050 (see Figure 5). Indeed, the rate at which
health care costs grow relative to income is the most important determinant of the
long-term fiscal balance; it exerts a significantly larger influence on the budget
over the long term than other commonly cited factors, such as the aging of the
population.14

13. See Congressional Budget Office, The Long-Term Budget Outlook (December 2005).

14. See Statement of Peter R. Orszag, Director, Congressional Budget Office, Health Care and the
Budget: Issues and Challenges for Reform, before the Senate Committee on the Budget
(June 21, 2007).
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National saving can be increased in a number of ways that could involve higher
government saving and/or higher private saving. Raising government saving
through deficit reduction is one of the most reliable ways through which policy-
makers could boost national saving. That goal could be achieved through higher
taxes, lower spending, or both.15 Given the nature of the nation’s long-term fiscal
challenge, controlling the growth of federal health care costs seems a key compo-
nent of deficit reduction over the next several decades. A variety of evidence sug-
gests that opportunities exist to constrain health care costs both in the public pro-
grams and in the overall health care system without adverse health consequences,
although capturing those opportunities to reduce costs without harming health out-
comes involves many challenges.

National saving could also be increased through higher private saving. In evaluat-
ing policies to raise private saving, it is important to include their effects on gov-
ernment saving. For example, general tax incentives for private saving financed
through higher budget deficits might not generate enough additional private saving
to offset the higher budget deficits. Consequently, even if such policies increased
private saving, they might not raise national saving. By contrast, deficit-neutral
policies that encouraged private saving would work to raise national saving
(because the increase in private saving would not be offset by a reduction in gov-
ernment saving).

Various options for raising private saving in such a manner have been proposed—
for example, establishing automatic aspects for 401(k) and similar savings plans.
Currently, many such plans leave it up to the employee to choose whether to par-
ticipate, how much to contribute, which investment vehicle offered by the
employer to select, and when to pull the funds out of the plan and in what form.
Workers are thus confronted with a series of financial decisions, each of which
involves risk and a certain degree of financial expertise. Many workers shy away
from those decisions and simply do not make them, and the result is often a lack of
participation. Research has suggested that participation and contribution levels can
be substantially affected by changing the defaults at each of those points of deci-
sion. Indeed, one of the strongest empirical findings from behavioral economics is
that automatic enrollment—that is, enrolling workers in a plan unless they opt out,
as opposed to requiring them to sign up in order to participate—boosts the rate of
participation substantially.16 Legislation enacted last year makes it easier for cor-
porations to offer 401(k)-type plans with automatic enrollment and other auto-

15. In evaluating alternative ways to reduce the budget deficit, it is important to be mindful of the
potential effects of those policies on private saving. Some policies could reduce private saving.
However, although the impact would depend on the nature of the policy change, reductions in
private saving, if they occurred, would probably not be large enough to completely offset the
gains to national saving from lower budget deficits.

16. See, for example, Brigitte Madrian and Dennis Shea, “The Power of Suggestion: Inertia in
401(k) Participation and Savings Behavior,” Quarterly Journal of Economics, vol. 116, no. 4
(November 2001), p. 1160.
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matic features, and researchers have proposed ways of expanding the same logic to
individual retirement accounts.17 If such proposals were financed in a deficit-
neutral manner, so that any gains to private saving were not offset by decreases in
government saving, they could increase national saving. However, even if they
were implemented in that manner, they would probably generate only a fraction of
the saving needed to close the current-account deficit.

However it is accomplished, achieving a higher level of national saving also
entails drawbacks. In the end, policies that raise national saving have one thing in
common: They reduce consumption of goods and services and/or leisure. What
makes the policies different is how they affect specific households and how they
affect the economy at large. Therefore, choosing the appropriate saving policy
inevitably involves balancing the economic effects of alternative policies with
their distributional consequences.

Despite those various trade-offs and however it is accomplished, encouraging
higher national saving probably represents the most effective step that policy-
makers can take to facilitate the necessary reduction in the current-account deficit
and reduce the risk of a severe economic disruption in foreign financing.

17. See J. Mark Iwry and David John, Pursuing Universal Retirement Security Through Automatic
IRAs (Washington, D.C.: Retirement Security Project, February 2006).
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